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I. INTRODUCTION
Small businesses can be defined in many ways. According to
1
Edward Miller, they may be defined in terras of inputs or outputs. He
considers the number of employees to be the most important input based
measure. Miller further maintains that capital inputs like total assets
and raw materials are also important to the definition of small businesses.
In the Directory of Small Businesses, a small business in the State of
Georgia is "deemed to be a business which is independently owned and
operated. In addition, such businesses must have fewer than 100 people
2
or less than $1,000,000 in gross receipts per year.”
According to the Small Business Administration, there are currently
10,500,000 small businesses in the United States of America, and they are
responsible for 38 percent of the gross national product. Thus, they are an
Important part of the U.S. economy. As recently as the 1950s, 82 percent
of small business enterprises in the U.S. had net assets of about
3
$35,000. In 1970, out of 12 million small businesses, 86 percent of them
1
Edward Miller, "Productivity and the Definition of Small Business,"
American Journal of Small Business, VII, No. 1 (July/September 1982); IT.--
2
U.S. Small Business Administration, Directory of State Small




were unincorporated. The rate of failure among small business is so
high that it causes great concern. In an article by Fredland and
Morris they asserted that an estimated 350 thousand small businesses
discontinue their businesses each year, and some of these businesses close
with losses to creditors. They further stated that in 1974 about 10,000
5
businesses were involved in bankruptcy proceedings. In the same way,
Dun and Bradstreet stated that 67 percent of small businesses go out of
business in their first five years.
President Reagan in a March 1982 report transmitted to Congress
states that the success of the American economy depends upon the preserva¬
tion of small businesses. In the President's own words, "...small
7
business is the heart and soul of our free enterprise system." The
importance of small business to the economy can therefore not be over¬
emphasized; thus, it is important that their problems are given the
attention they deserve.
Thomas Dandridge, "A Priority Analysis of the Problems of Small
Businesses," American Journal of Small Businesses, III, No. 2 (October
1980): 28.
Eric Fredland and Clair Morris, "A Cross Section Analysis of
Small Business Failure," American Journal of Small Businesses 1 No. 1
(July 1976); 7-
^Dun and Bradstreet, Patterns of Success in Managing a Business,
cited by Roger Dickinson, "Business Failure Rates," American Journal of
Small Business, Vol. 1, No. II (October/December 19Sl)j 13.
7
U.S., Office of Management and Budget in a Report of the President
(Washington, D.C.: Government Printing Office, 1982), p. 14.
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The importance of small businesses as an anchor of the United
States economy has forced various states and cities to view these
businesses as an integral part of any economic development activities
within their jurisdictions. in an effort to serve the residents of the
southwest section of Atlanta and promote economic activities within that
area, the Campbellton Plaza was built in 1955.
In view of the definitions of small businesses, 90 percent of the
businesses in Campbellton Plaza are classified as small. These small
businesses in the Plaza are also confronted by the same problems
experienced by other small businesses throughout the U.S. The purpose of
this study is to analyze some of these problems. The paper will focus
specifically on the problems of (1) lack of availability of capital and
(2) lack of proper management. These problems are not unique to the Plaza
merchants alone, they are also some of the problems faced by other small
businesses in the United States.
II. THE PROBLEM AND ITS SETTING
The Campbellton Plaza Shopping Center is located in southwest
Atlanta at the intersection of Campbellton Road and Delowe Drive (See
Appendix A). The Campbellton Plaza was developed in the mid 1950s to
serve the community which was growing at that time. The construction of
the Lakewood Freeway in 1966, and the construction of interstate highway 265
both provide improved accessibility to the Plaza. Despite the fact that
the Campbellton Plaza is a well known commercial center, it is presently
experiencing a reduction in its sales activities. This reduction in its
sales activities has been attributed to the presence of other commercial
establishments in the vicinity which are also offering similar services
and commodities. It has been discovered that retail sales and services




There are presently twenty-eight commercial tenants in the Plaza.
Though both commercial and residential developments increased during the
early 1970s, commercial growth has since leveled off despite a 44 percent
^Georgia, Bureau of Planning City of Atlanta, Economic Development
Planning and Techtiical Assistance (Atlanta, Georgia; March 18, 1986], P. 3.
^Ibid., p. 2.
^^Survey results show that there are presently twenty-eight
commercial tennants in the Campbellton Plaza.
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increase in population within the area. The residential profile for the
market area indicates that there are a large number of professionals and
wage earning households with an average household income of $15,902.00
11
as compared with $16,691.00 for the city.
The city, the Georgia State University Small Business Program, the
Southwest Economic Development Corporation and Investment Syndication that
manages the property are all working together in a joint effort to revita¬
lize commercial activities in the Campbellton Plaza. A project office
was set up to identify the problems and find solutions to them.
The Georgia State University Small Business Program and the Bureau
of Planning of the City of Atlanta in conjunction with the Southwest
Economic Development Corporation signed an agreement on March 18, 1955.
The objective of this agreement was to establish a commercial revitaliza¬
tion project office. The project office is supervised by the Atlanta
Bureau of Planning and sponsored by both the Southwest Economic Development
Corporation and Georgia State University Small Business Program. The
12
project office will be operated for a period of twelve months. The
primary thrust of this activity is to foster the overall renovation of
Campbellton Plaza through the following: (1) increase the level of
participation by the Plaza merchants in the Business Improvement Loan
funds, (2) activate a merchants association for the Campbellton Plaza
11
Georgia, Economic Development Planning and Technical Assistance
(Atlanta, Georgia! March 18, 1985), p. 4.
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merchants and (3) provide coordination and follow-up to commercial
revitalization activities in the Plaza with public agencies/communities.
The project office is staffed by three interns who are compensated
by the Georgia State University Small Business Program. The interns are
required to man the project office Monday-Friday from 9 am to 6 pm.
Internship Experience.
The writer served as an intern in the Campbellton Plaza project
office between May 1, 1985 to August 15, 1985. As an intern, the writer
was required to: (1) disseminate information on the neighborhood commer¬
cial revitalization program to local merchants, (2) develop inventory of
existing businesses in the Plaza by name, type and square feet of space
occupied by each, (3) develop inventory report on vacant space, (4)
conduct merchants and shoppers surveys and develop a final report based
on the findings of the surveys, (5) develop and activate a framework to
organize a business association for the Plaza merchants and from this
13
activity develop a membership listing.
Statement of the Problem.
The problems which are examined in this paper are those confronting
the merchants at the Campbellton Plaza during the period that the writer
worked in the project office at the Plaza. The analysis of the data
13
Georgia, Bureau of Planning, Outline of Jobs for Campbellton
Plaza Project, Work Program for Project Office (April 15, 1935)
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obtained from the survey forms the basis of the recommendations for
solution to two of the problems of these merchants, which as stated
above are: (1) lack of capital, and (2) lack of proper management.
III. REVIEW OF LITERATURE
Legislative History♦
In the past two decades, public attention has been directed to
small businesses. The attention has hot only come from groups that
claim to represent small businesses, but also from economists, government
officials, legislators and a host of other groups. According to Joseph
D. Phillips, nearly 600 bills were passed between 1933 and 19A4 concerning
small businesses.
Many of the bills, concerned the economies of large scale organiza¬
tions and the advantages of monopoly power. In these cases, the proposals
were usually reconciled with economic liberalism and the argument was that
economic concentration must be limited by the government so that small
businesses can be in a position to compete. Small businesses also called
for special government assistance in some cases. Argument for such
proposals were sometimes defended on the grounds of economic liberalization
saying that small businesses should be given some of the advantages of
survival which bigger businesses enjoyed. However, such government
intervention in the economy was sometimes termed unnecessary by the
people who think that a laissez faire condition should be allowed to exist
in the economy.
*1 /
^Joseph D. Phillips, "Little Business in the American Economy,"
Illinois Studies in the Social Sciences, XLL No. Ill (1985): 6.
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Ernest G. Draper, then Assistant Secretary of Commerce, in 1938,
said that after studying over 800 letters from operators of small
businesses all over the country, he was able to classify their problems
under the following 10 headings: (1) the question of financing and loans
to small businessmen, (2) fair trade practices and the question of mono¬
poly, (3) wages and laws (which a majority appeared to favor), (4) the
housing problem, (5) installment selling and the advantages big businesses
enjoy over small businesses in financing such selling, (6) the development
and location of small industries, (7) unemplo5mient, (8) social security,
(9) government research as an aid to small business and (10)
15
miscellaneous.
According to officials of the White House, nearly all the
proprietors of small businesses who wrote letters to them were asking for
some kind of aid, especially tax aids. It is therefore, assumed that
the miscellaneous category included taxation which was one of the major
topics in Senate sessions during 1938.
The proprietors of small businesses were so agitated by their
several problems that they decided to seek solutions to these problems.
They realized that by coming together and making their requests collec¬
tively they would be more likely to obtain results. Hence they began to
come together and form associations. Several business associations
sprung up and they were all asking for different programs. There were so
many requests that it became too complicated to determine which requests
15
Ernest G. Draper, "Small Businesses," New York Times (February
1, 1938): 11.
10 -
were priorities. Dewit Emery who was one of the leaders of one of the Small
Business Association eventually said that the businessmen did not want
the government to hold umbrellas over their heads. He further opposed
both the Mead Bill and the Logan Bill, which were designed by the govern¬
ment to provide financial aid to small businesses. The opposition to
both the Mead Bill and the Logan Bill by some small businesses was to be
expected because some leaders of the radical small businessmen associations
17
were not small businesses themselves.
Between 1933-44, the Department of Commerce listed over a hundred
bills which were introduced on behalf of small businesses, however, only
a few of these became law. In 1934 the Reconstruction Finance Corporation
and the Federal Reserve Banks were authorized to make loans to industrial
and commercial businesses which were established before January 1, 1934
and which could not obtain loans from the banks. Such loans must be
adequately secured and the borrower must be solvent. The limit of the
loan to any one borrower was $500,000.00 and the loan would mature within
five years. The total amount of loans granted by the corporation must not
exceed $300,000.00 at any one time. These loans were to be made directly
.or through arrangement with banks and other lending institutions.
The requirements for obtaining these loans were later changed and
loans became available to different kinds of businesses irrespective of
their date of origin. Limitations on loan maturity was also removed, and
1 f\





the general objective of these loans became one of maintaining and
promoting the economic stability of the country or encouraging employ¬
ment.
Realizing the importance of small businesses to the American
economy, the encouragement of small businesses became one of the targets
of the post war legislation. Several acts and bills were enacted to
assist small businesses. The Smaller War Plants Corporation of 1942 was
.one such piece of legislation.
The Smaller War Plants Corporation Act of 1942 stipulated that aid
should be given to small firms. The corporation was authorized to make
loans directly or in cooperation with lending institutions to small con¬
cerns for war essential civilian purposes. Although it was required that
applicants for loan must show a reasonable possibility of repaying the
loans, and that the applicant's bond must be requested to make all or
part of the payment, these requirements were, relatively less restrictive
18
compared to prior requirements for loans.
The lending authority of the Smaller War Plants Corporation was,
transferred to the Reconstruction Finance Corporation after World War II.
However, when the Korean War began, the small Defense Plant Administra¬
tion, which was an independent agency under the general supervision of
the Presidency was created to assure the participation of smaller manufac¬
turers in war production. In 1953, the Small Defense Plant Administration
18
U.S, Congress, House Committee on Small Business, Small Enterprise
in the Economy in Small Tax Needs, Hearings before a Subcommittee of the
House Committee on Small Business in 9^th Cong., 1st Sess, 1975.
was liquidated and replaced by the Small Business Administration. The
objective of the SBA is, ’’helping small business gain access to
adequate capital and credit, ...obtain a fair share of government procure¬
ment and ...obtain competent management, technical and production
19
counsel.”
In order to help small businesses obtain enough capital and credit,
the Small Business Administration can make loans directly or in partici¬
pation with banks to small businesses if this loan cannot be obtained
from other sources on reasonable terms. The payment of the loan should
be reasonably guaranteed. The loan should not exceed $150,000.00 to any
one borrower, this amount was raised to $250,000.00 in 1955. The
liquidation period for the loan is ten years. Despite the efforts of the
government to make loans available to small businesses, the rate of
failure among small businesses is still quite high.
Business Failures.
Fredland and Morris define business failures broadly as ’’those firms
which ceased operation with direct out-of-pocket loss to owners and or to
creditors.” There are however, several other definitions of business
failures. In an economic sense, a business is said to have failed when the
firm is ’’earning a return on investment which is less than the firm’s
21
opportunity cost.” In this case, the rate of business turnover is used
^^Ibid., p. 8
20
Fredland and Morris, American Journal of Small Business; 7.
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as the yardstick for measuring the rate of business failure or success.
This is due to the fact that with a high turnover, resources can be
shifted to more profitable opportunities. As stated earlier, Fredland
and Morris asserted that an estimated 350 thousand businesses discontinue
operations each year. Some of these businesses close with losses to
creditors. In 1974 about 10,000 businesses were involved in bankruptcy
22
proceedings. They contend that while the financial difficulties of a
few large corporations make headlines, the hardships of small businesses
struggling to survive are hardly noticed. They therefore, justify what¬
ever federal assistance that is available to small businesses because
small businesses compete in the market place with large and diversified
businesses.
Roger Dickinson maintains that failure rates for small businesses
are not only important to prospective entrepreneurs, they are also
important to those teaching courses in small business, entrepreneurship,
23
and retailing. He asserts that the widespread notion that almost all
new businesses fail is a barrier to entrepreneurship. The health of small
business according to Dickinson can be assessed by the average failure
rate. These rates are systematically covered by Dun and Bradstreet.
Business failure as defined by Dun and Bradstreet is
...concerns involved in court proceedings or voluntary
actions involving loss to creditors. An entrepreneur




Roger Dickinson, "Business Failure Rates," American Journal of
Small Business VI No. II (October/December 1931); 17.
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such as loss of capital, inadequate profits, ill health,
retirement, etc., but-if his creditors are paid in full, his
is not tallied as a failure.24
Failure rates of new businesses are substantially high according
to the Bradstreet figures. They stated in their studies that nearly
25
two-thirds of new businesses fail in the first five years. This means
that about two out of every three small businesses that start up in the
U.S. and Canada this year will fail by the fifth year. Table 1 presents
information on the percentage of business failures that occur in the U.S.
according to their years of exsistence.
TABLE 1











SOURCE: U.S., Department of Commerce, Commerce Work Group on
Job Creation: Recommendations for Creating Jobs Through the Success of
Small Innovative Business (Washington D.C.; Government Printing Press,
1978), p. 14.
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The Business Failure Record "cited by" Roger Dickinson "Business






Albert Page is of the same opinion as Dun and Bradstreet regarding
business failure rates» According to him the average failure rate for
small businesses in the first five years is 67 percent as stated in Table 1.
Albert Page maintains that an insight into this failure can be deduced
from two studies of loans to small minority businesses. In the first case,
57 percent of a selected set of loans made from 1967 to 197A had defaulted
27
by 1977. In the second case, 58 percent of loans made to minority
businesses by eight commercial banks in Philadelphia between April 1968
28
and January I97O had defaulted by January 1970.
The Need for Sufficient Capital.
Capital is the anrount of cash or its equivalent needed to start a
business. There is however, no yardstick available for measuring the
amount of capital needed to start or run a business. Capital requirement
can be high or low, either way it depends on the kind of business that is
being financed. A new business, will usually fail without the necessary
amount of capital. This is because in the initial stage, a new business
29
can normally expect to make only a little profit if not a loss.
According to Burlage, a man entering business should have enough of his
own money to carry his overhead through the first six months of his
27
Albert Page, "Long Terms and Loan Repayment Performance: The
Experience with Mnority,Small Business," American Journal of Small
Business (June 1978): 1.
^ oIbid., p. 3,
2Q
Robert H. Edelstein, "Improving the Selection of Credit Risk:
An Analysis of a Commercial Bqnk Minority Lending Program - A Reply,"
Journal of Finance (March 1975): 5.
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operations. This amount must be different frcxn the amount used to
30
establish his beginning inventory.
The Problem of Capital Formation.
Although small businesses face such a myriad'of problems in today's
economy, the problem of capital formation seems to predominate all the
other problems. A report by the United States Small Business Administra¬
tion stated that:
Small business is frequently undercapitalized and cannot
obtain sufficient funds. The credit problems facing small
businesses are frequently the result of the interaction
between supply and demand for funds and the risk and return
required by those investing in a small firm. To improve
the lot of the.entrepreneur and the debt market , steps must be
taken to expand the sources of credit, reduce its costs and
simplify the procedure for obtaining this essential
commodity.31
In the last decade, the number of small:businesses obtaining capital
in the public securities market in the whole of the United States fell
from 548 firms in 1969 to 29 firms in 1977, while the capital obtained
fell from $1.5 billion to $110 million. The fact that investment capital
is increasingly under control of large pension funds makes it almost
inaccessible to small businesses. This is because these funds are
governed by the Employment Retirement Income Security Act (ERISA), which
was designed to protect pension fund investments. According to a report
30
Charles Burlage, Small Businessman and His Problem (New York:
Vantage Press, 1958), p. 31.
31
As cited in New York State Association of Small Business
Councils (NYSASBC), 1979 Small Business Albany Presentations Annual
Reports (Albany, New York, 1974-1978).
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to the U.S. Department of Commerce, "a conservative interpretation of these
ERISA regulations requires the fund managers to limit their equity
investment to stocks of blue chip firms traded in large volumes on public
32
exchange.” This makes it impossible for a lot of the nations wealth to
be invested in small business.
Small businesses also face other problems in trying to obtain
public investment. Some of these problems are:
(1) The average cost of stock registration for companies with
less than $5 million assets in 1976 was $122,000.00.
■ (2) Only 5 percent of the new investments in 1975 was invested in
new ventures by venture capital firms, 2 percent of this went
to first-round financing. This was however, blamed on
difficulty in recycling investment funds.
33
(3) The limitation of Regulation 'A' offerings (stock
offerings by small companies under rules designed to
facilitate the sale of securities by smaller companies) to
$500,000.00 or less was cited as unrealistic because it is
difficult to underwrite such a small issue.
(4) The limitations on the secondary sale of securities are for
the most cases more, damaging to small business financing in
32
U.S., Department of Commerce, Commerce Work Group on Job
Creation: Recommendations for Creating Jobs Through the Success of
Small Innovative Business (Washington D.C.: Government Printing Press,
December 197B), p. 31.
Regulation A, under title 17 of the Code of Federal
Chapter II, Rules 251-163 provides a general exemption from registration
under the Securities Act of 1933. The rule essentially allows for small
companies to market their securities without a great deal of red tape.
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the public securities markets than the high cost of
registration and the near disappearance of the private
34
offering exemption.
The size and age of small businesses are usually a disadvantage to
them when they try to borrow to meet their capital needs. Small loans
are more expensive to make and banks find small businesses to have higher
risk factors in view of their size and age. Hence, small businesses
usually have to pay a higher amount of interest.
Another problem;-that confronts small businesses especially minority bus¬
inesses is the lack of knowledge about programs; that are available to assist
small businesses. In a study conducted on inner city businesses in
Buffalo, New York, Andreasen discovered that over half the black respon¬
dents were ignorant of the Economic Opportunity Loan (EOL) Program which
35
was designed to assist them in their small businesses. While over half
of the white businesses were Informed about the Economic Opportunity Loan
Program of the small business administration, less than half the black
businesses were aware of this program. The data in Table 2 indicate that
the program is somewhat less known among the blacks? this in effect means
that the "message" about possible government assistance is not reaching
the many blacks where it was meant to do the most good. Raiz Khan
and Joseph Rocha identified and analyzed recurring problems which are
encountered by small businesses. For the purpose of the analyses, firms
34
U.S., Small Business Administration, Report of the SBA Task
Force on Venture and Equity Capital for Small Business (Washington, D.C.:
Government Printing Office, March 1976), p. 12.
35
R. Andreasen, Inner City Business: A Case Study of Buffalo,
New York (New York: Preager Publishers, 1976), p. 8.
TABLE 2
AWARENESS OF ECONOMIC OPPORTUNITY LOAN PROGRAM BY RACE OF





























gram well 57 52.8 90 33.4 27 30.7 142 37.7 5 21.7 77 29.2 72 27.4 154 28.0
Knows Pro¬
gram some¬
what 17 15.7 39. 14.4 10 11.4 66 14.2 6 26.1 46 17.4 39 14.8 91 16.7
Never Heard
of it 3A 31.5 141 52.2 51 57.9 226 48.5 12 52.2 141 53.5 152 57.8 305 55.5
Total 108 100.0 270 100.0 88 100.0 466 100.0 23 100.0 265 100.0 263 100.0 550 100.0
SOURCE: R. Andreasen, Inner City Business; A case Study of Buffalo. New York (New York:
Preager Publishers, 1976), p. g.
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were grouped into three sectors namely (1) retailing, (2) manufacturing,
(3) service. These sectors accounted for 25 percent, 37 percent and 38
percent respectively of the sample population. Focus was placed on
specific areas after a careful weighing of the variables which weighed
heavily in the performance of small businesses. The writers then proposed
and evaluated solutions. All the firms examined either acquired loans or
counseling from the Small Business Administration.
Key Variables: The paper-began by compiling a number of
variables which could affect the performance of firms. However, only four
of these variables emerged as those having the most consistent impact on
performance. They were as follows:. (1) annual sales, (2) worth of
assets. |;3) type of ownership and (4) company age. A distribution of
the companies by these four categories is shown in Table 3.
Total assets and annual sales are the two variables which provided
a common benchmark for the financial status of the fifty-two firms which
were examined. Annual sales for the firms which were reported in Table 3
37
range from $48,600.00 to $1.3 million. It is important to note that
the sales for all of the retailing firms are less than $500,000.00, also
their total assets were $250,000.00. Generally a firm’s success is
closely associated with both higher sales and assets.
36
Raiz Khan and Joseph Rocha, "Recurring Managerial Problems in
Small Business," American Journal of Small Businesses VII No. 1 (July/





PERCENTAGE DISTRIBUTION OF COMPANIES BY SECTOR,
SALES, AND ASSETS
(Amounts in Thousands of Dollars)
Key Variables Overall Manufacturing Sector Retailing Service
Type of (Ownership
Corporation 46 63 15 50
Partnership 13 5 15 20
Sole Proprietorship 37 32 62 25
Franchise 4 0 8 5
Annual Sales
$0-$500 63 46 100 67
$501-$1,000 21 27 0 22
$l,001-$2,000 8 18 0 0
Over $2,500 8 9 0 11
Total Assets
$0-$250 60 63 100 50
$251-$500 20 25 0 17
$501-$1,000 13 0 0 33
Over $1,000 7 13 0 0
Company Age
0-5 years 55 42 82 53
6-10 years 32 42 9 35
11-15 years 4 5 0 6
Over 15 years 9 11 9
SOURCE: American Journal of Small Business VII No. 1 (July/
September 1982); 51.
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Forms of ovmership were largely divided between the corporation
which had 46 percent ownership and the sole proprietorship which had 37
percent. The manufacturing service sector is dominated to a large extent
by the corporate form of organization while the retailing firms are domi¬
nated by the sole proprietors (62 percent). Sole proprietors also ranked
second in importance among the manufacturing and service firms. Of all
the firms that were studied, 67 percent of the firms which had been in
existence for more than five years were corporations, though several of
38
the corporations, began as sole proprietorships.
Conpany age is also an important factor in addition to the other
variables discussed earlier on. Studies of small businesses have revealed
the fact that nearly 55 percent of failures occurred within the first five
years of operation. Of the firms studied, 55 percent were five years old
or younger with 82 percent of retailers falling into this group. It is
therefore, expected that several of the firms studied are likely to have
serious difficulties that might eventually lead to failure unless their mana¬
gerial practices were strengthened.
In analyzing the problems confronting small businesses, Khan and
Rocha established a connection between deficient marketing policies and
39
inadequate inventory control, which leads to cash flow problems.
Inadequate knowledge of the market gives rise to an undesirable level of
39 ■Raiz Khan .and Joseph Rocha, "Recurring Managerial Problems in Small
Business," American Journal of Small Businesses VII No. 1 (July/September
1982): 52.
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inventory which eventually leads to failure to generate cash. Table 5
shows that there is a high degree of correlation between the four perform¬
ance variables which were discussed. Firms are unable to market their
products successfully due to a lack of knowledge of the market. This is
because there are no planning or research activities undertaken to
discover exactly what or where the market for the product is, this vital
'information is essential for successful marketing of products.
In Table 4 performances are primarily interpreted in terms of levels
of sales and assets in the organization. Consequently, a low level of
sales and assets would mean poor performance as is the case with sole
proprietorships.
TABLE 4
PERCENTAGE i:ORRELATIONS OF PERFORMANCE VARIABLES
OF COMPANIES, BY SECTOR
(Amounts in Thousands of Dollars)












Overall 63 60 37 46 55
Retailing 100 100 62 15 82
Manufacturing 46 63 32 63 43
Service 50 25 50 53
SOURCE: American Journal of Small Business"VII No. 1 (July/
September 1982)< 52.
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Kahn and Rocha maintain that the principal problems generally
encountered by the firms studied are in the areas of marketing, inventory
control, accounting and cash flow management. They stated that if small
businesses make particular effort to manage these specific areas of their
busojiesses efficiently, particularly in the early years of their business,
they will stimulate growth, by increasing their sales and assets, hence
their chance for survival will increase. The four major recurring problems
areas are shown by the frequency of their occurrence in Table 5.
TABLE 5










Overall 52 33 15 33
Retailing 54 38 22 46
Manufactuning 68 32 16 21
Service 35 30 10 35
SOURCE: American Journal of Small Businesses VII No. 1 (July/
September 1982) : 53/
These problems all have a common source of origin which is ineffec¬
tive management. The four problems areas are also interrelated. For
example, if a manager lacks knowledge of the target market it is likely that
the firm’s inventory will be stocked with slow moving or non-moving items.
- 25 -
thus because of. inappropriate inventory control the firm will be unable to
convert its inventory to cash. If severe cash shortage condition per¬
sists, the firm will not be able to meet its financial obligation. In the
same way, an inefficient procedure will in the long run worsen the finan¬
cial situation of the firm and may even lead to bankruptcy. Table 5 shows
that 68 percent of the firms in manufacturing, 54 percent in retailing and
40
only 35 percent in service suffer from marketing handicaps.
Systematic accounting procedures are important to the success of a
business. It is therefore important that small businesses use systematic
accounting procedures, however, a majority of retailing firms do not
follow any systematic accounting procedures. The only rudimentary
accounting procedure that they follow issued from tax purposes; even finan-
• 41
cial reports are rare.
In addition to the marketing and accounting shortcomings of small
businesses, many of them are also plagued with low inventory turnover.
Therretailing sector stocks slow and non-moving items for many years; this
situation is however less persistent in manufacturing businesses and
service firms. Due to ineffective accounting procedures many firms may
carry an excessively high inventory of goods without realizing that they
are doing so.
Poor inventory control and a lack of knowledge of marketing tech¬




failure to generate cash. Among the firms studied by Khan and Rocha, 46
percent in retailing and 35 percent in service are suffering from the
effects of low cash flow. In the service sector, both marketing and cash
flow are persistent problems. A close study of these businesses shows that •
they underprice their services in order to be competitive rather than
42
using other means of competition.
In addition to these problems confronting small businesses is lack of
adequate budgeting. Marvin Tucker presents the managerial tool of flexible
budgeting as a practical tool which can be very useful to small busines-
43
ses. He compares it with static budgeting and discusses its central
ingredients. He also identifies practical implementation difficulties
and suggests several applications for small businesses.
A budget system is recommended to assist the small businesses in
the financial operations of their businesses. The key to a successful
"before the fact" budgeting is a considered sales forecast, as this is the
cornerstone frcan which the entire master budget flows; projections of
44
expenses for the budget rely on a target level of sales operation. In
some cases, the target level of sales may not be reached as actual operat¬
ions are sometimes different from the master budget. This state of
"^^Khan and Rocha, Recurring Managerial Problems in Small Business:
2.
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affairs presents a problem to the small business for whom it becomes
difficult to compare the actual expenses with budget expenses. The
management tool of flexible budgeting is recommended to assist the small
business in accurately determining the proper expense allowance for actual
operating activity. Thus, the small business can avoid error in compari¬
son to a master budget vhich was originally set at a different sales
operation level. In using a flexible budget, the small business can
efficiently control its expenses.
In flexible budgeting, it is necessary to adopt the use of
individual flexible formulas for the different expense items. The formu¬
las will make it possible to obtain the actual level of sales operations
achieved. However, the formula depends on the classification of each
45
expense item into variables.
Tucker concludes his article by stating that most small businesses
46
use the static budget whereas the flexible budget can be a most
effective way of managing their limited resources, thus small businesses
can plan their expenses and control their cash flow more effectively
47
instead of depending on their intuition in managing their cash flow.
The Importance of Small Business to the American Economy.
According to President Reagan, small businesses create new
46
Static budget is defined by Tucker as a budget that does not
change readily, which is what most small businesses adopt.
^^Ibid., p. 8.
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businesses and jobs. He stated that the status of small business was
very good in 1983. He maintained that small businesses had an excel-
48
lent record in that year. He further stated that small business has
always served as the forerunner of change for the U.S. economy. An
example of this aspect of small business is reflected in the expansion in
small business dominated firms between 1958 and 1977 which was a period
49of expansion for all major American industries. During this period,
the number of jobs in small business dominated firms especially in the
service industries grew more than in large firms.
Small businesses play an important role in hiring workers. One-half
50
of the private sector is employed by small businesses. Small businesses
served as a catalyst during the last recession by generating thousands of
employment opportunities■for the unemployed. The transition from manufac¬
turing to a more service oriented econany in the U.S. is to a high degree
51
due to small businesses. Two out of every three workers got their first
jobs in small businesses and many of these jobs, were in the service
sector. Small business employment is the traditional gateway for the
unskilled laborer; the young and the inexperienced worker. An estimated
20 million workers are employed by the service oriented industries, this
figure is about the same as those employed in the manufacturing industry,
48
U.S., President, Proclamation,
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while the agricultural industries also have 75 percent employment and
52
sales share in the agricultural sector.
Figure I shows that most industries with fewer than TOO employees
have similar employment and sales but in the agricultural sector,
small firms employment and sales are a high-75 percent.
Small businesses make significant contributions to the American
economic and social well-being. Almost four million small enterprises
employ people and the principal source of livelihood for about eight
53
million people are independent small business activities.
Small businesses are entrepreneurial, thus, filling market gaps
rapidly; they are highly flexible and adaptive. For the most part, small
businesses dominate markets that are too small or too specialized for
large firms. In some businesses personal relationships are very important
to the consumer. Examples of such relationships are the kind of atten¬
tion a customer receives from a private boutique and a large firm such as
K-Mart, the personal relationships between services rendered to the
consumer in the two places vary remarkably. The same situation also
prevails in the home repair industry.
According to E. F. Shumacher,,in his book. Small is Beautiful, small
businesses were favoured in the late 1970s, especially among people who con-
sidered themselves to be socially and environmentally conscious. The
53
U.S., Internal Revenue Service, Statistics of Income, 1978
{Washington, D.C.: Government Printing Office, 1992).
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E. F. Schumacher, Small is Beautiful (New York: Harper and Row,
1973), p. 12.
book's central thesis is. that small scale technologies and small-scale units
serve not only social functions but they also enhance the quality of life;
their economic purpose is also important, because small enterprises can
also be highly efficient in various fields.
This section has reviewed some of the existing literature on the
problems confronting small businesses. In addition, the importance of
small business to the American economy has also been discussed, thus
emphasizing the great need to assist small businesses. This can be
achieved by analyzing the problems confronting small businesses and recom¬
mending solutions to these problems.
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FIGURE 1
EMPLOYMENT SHARE AND SALES SHARE OF FIRMS WITH FEWER











Share of Employment Share of Sales
SOURCE: U.S. Small Business Administration^ Office ofAdvocacy, Small Business Data Base.
IV. METHODOLOGY
The methodological approach utilized in this study is descriptive.
As an intern, the v/riter was required to work with the merchants in
Campbellton Plaza in an effort to revitalize business activities in the
Plaza. The data collection techniques employed in this research were
on-site observation, face to face interviews with the merchants to gather
first hand information. In addition, the writer utilized selected items
relevant to this study from a questionnaire developed by the Bureau of
Planning, City of Atlanta.
Primary Data Sources.
The primary techniques that were utilized in the collection of the
data for this paper were: field observation, the survey method - face
to face interviews with the merchants and administration of questionnaire.
Field observation was achieved by working on a one to one basis
with the merchants. The writer was able to observe the existing situation
at the Campbellton Plaza and attitudes of the merchants. The writer was
also able to develop a deeper and fuller understanding of the problems
faced by the merchants. According to Earl R. Babbie, field observation




data collection activity, it can also be a theory generating activity.
The method of on-site observation is particularly appropriate in under¬
standing situations or problems in their natural setting.
Another primary technique which was utilized by the writer in data
collection was face-to-face interviews with the merchants. To gather first
hand information, a questionnaire (see Appendix B) was designed to c;:
determine the problems of the merchants. The use of questionnaires is
important in the collection of data and they are essential for acquiring
56
reliable data.
The writer asked the questions orally and recorded the merchants
responses because more accurate answers can be obtained this way, as the
interviewer can explain any confusing questions thus avoiding any
misunderstanding of the questions and hence obtain clearer responses from
the merchants during the interviews. This method was particularly
important to the writer, because some of the Plaza merchants are Orientals,
who could speak only limited English. The survey was aimed at a 100
percent participation but some of the merchants were unavailable during
the two-week period that the survey was conducted. However, the 75 percent
participation which was obtained was judged sufficient for the purpose
of the study.
55
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The secondary sources were used to amplify and clarify information
obtained from primary sources. These sources included books, journals,
and government documents. The writer also reviewed some documents
prepared by the Small Business Administration, and materials prepared by
the Bureau of Planning, City of Atlanta, on small businesses operations
at the Campbellton Plaza.
V. ANALYSIS OF THE PROBLEM
The Business Improvement Loan fund is available to Campbellton
Plaza merchants. The loan is jointly sponsored by the City of Atlanta,
the Atlanta Econanic Development Corporation and the Citizens and Southern
National Bank. The Atlanta Economic Development Corporation which
administers the loan program identified Campbellton Plaza as one of the
target business improvement districts in the City of Atlanta.
The Business Improvement Fund Program provides loans, loan participa¬
tions and interest subsidies to eligible small businesses in the targeted
business improvement districts. The loan is designed to encourage and put
new strengths and power into targeted business districts in southwest
Atlanta. In addition, the BILF should also support commercial and
industrial development in other eligible areas.
There are basically three forms of financial assistance which are
available to the merchants through the Business Improvement Loan Fund
which can only be used for property improvement. They are:
1. Interest Subsidies: The city may provide an interest subsidy
in targeted business improvement districts as stated in the Business
Improvement Loan forms. The interest subsidy is intended to reduce the
monthly payment on a market-rate loan to the amount which would be required
if the interest rate had been 7 percent a year. However, the maximum
interest subsidy which can be given per loan is $5,000.00 There are two
- 35 -
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types of loan subsidies which can be given; these are: (1) grant, (2)
principal loan.
In the case of the grant, the small businesses are given an amount
up to the sum of $4,000.00 to subsidize a $10,000.00 loan from the bank.
This amount does not have to be repaid, it is given as aid to small
businesses. However, the small businesses have to be able to get loans
from the bank before they can obtain the grant. The principal loan has to
be repaid.
2. Direct Loans: The city may provide a direct loan for an eligible
small business which is located in a targeted business improvement
district. However, the applicant has to be able to prove that he is unable
to obtain a market-rate loan to finance his business. The interest rate
on this loan will be at least 7 percent a year and the loan must be repaid
on a monthly basis. The maximum time which a small business can take to
repay a loan is a seven year period and the maximum amount of the loan
which can be given in the direct loan is $20,000.00.
3. Loan Participations: This type of loan is usually made to
assist small businesses in meeting local injection requirements for small
business administration loans. The city may participate in loans to the
tune of $50,000.00 or higher. This amount however, must not exceed 10
percent of the total financing for a project. The interest rate of this
loan is at least 7 percent a year. The maximum period for the repayment
of this loan is 25 years.
According to 80 percent of the: merchants, the Business Improvement
Loan Form (BILF) is too complicated to be understood by small businessmen
- 37 -
in that it requires too much information, some of which can only be
57
provided with the help of professionals. The following must be
submitted along with the BILF applications:
1. Business financial statement which include the following:
(a) interim report not less than 90 days old (b) income
statement and balance sheet for the last two fiscal years.
2. Brief project description and amount of requested loan and
use of proceeds.
3. Project cost estimates - cost of property improvements and
cost of equipment.
4. Financial projections - income statements for two fiscal
years and monthly cash flow statement for one fiscal year.
5. Personal financial statements (this information should
state if the business is closely held or if a personal
guarantee will be required).
6. Bank decline letter. This is applicable to applicants
applying for interest subsidy and loan participation
CQ
application.^
In the event that the small business completes and returns the applica¬
tion, the project for which the loan was applied will undergo the following
processes (i)' evaluation by a staff member of Atlanta Economic Development
57
Interview with Merchants, Campbellton Plaza, Atlanta, Georgia,
5 July 1965.
58
Georgia, Guidelines to the Business Improvement Loan Program
(Atlanta, Georgia, 12 May 1985) ,
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Corporation, iii) a review,by BILF loan committee (iii) approval or'
59
disapproval of application, (iv) loan closing for approved loans. As
previously stated, 80 percent of the merchants asserted that they did not
understand this process. It is not only cumbersome, but more importantly
since these loans are> only earmarked for property improvement it is of
little assistance to these merchants at the Plaza. The merchants responses
as indicated in the survey underscored a great need or seme need for
obtaining capital.
In response to the question on management it is obvious as indicated
by 65 percent of the merchants that they did not plan their business
activities, while 75 percent of them indicated that they did not utilize
any budgeting system.In addition inventory control was apparently
neglected. 67 percent of the businesses did not have any inventory
control.^ ^
The first problem examined in this survey is that of lack of avail¬
able capital. As earlier stated, 100 percent of the merchants interviewed
stated that they need capital. These small businesses needed capital for
purchase of inventory and payment of their staff. The Business Improvement
Loan which is the only kind of loan available to the merchants through
the project does not provide such funds. In an interview with Sharon
Mathews, whose problems are similar to those of the other merchants in the








obtain loans from the banks. According to her, she was turned down
several times because she could not offer strong enough collateral to the
K . 62bank.
The fact that small businesses at the Plaza do not have enough
available capital improvement loans limits their businesses performance.
They cannot stock their shops adequately and more importantly they cannot
.offer a variety of choices for their customers. Hence this leads to
inadequate sales, and less profits from their operations. Eventually
their businesses will collapse.
According to Thomas Dandridge, who conducted a survey of 11 problems
confronting small businesses, the most important problems confronting
small businesses is the problem of "finance, getting money, cash manage-
ment." Charles Burlage is also of the same opinion. He contends that
64
small business has "the need for sufficient capital." He further stated
that "without the necessary amount of capital a business will usually
65
fail." Burlage is also of the opinion that even management ability
cannot replace the lack of capital. According to him:
Every business from General Motors to the corner cigar
store has to borrow money from its banker from time to
time. If the business man is unable to present
Interview with Sharon Mathews, Campbellton Plaza, Atlanta,
Georgia, 12 July 1985.
Thomas Dandridge, "A Priority Analysis of the Problems of Small
Business Managers," American Journal of Small Business, Vol. Ill No. 2
(October 1978); 32.
64
Charles Burlage, The Small Businessman and His Problems (New York:
Vantage Press, 1958), p. 31.
^^Ibid., p. 33.
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sufficient net worth to his banker, he will find his loan
rejected ... all businesses face periods where their
volume drops over an extended period of time. It is
during these periods that undercapitalized businesses
fail.D^
Since the Business Improvement Loan package is inappropriate for
the merchants needs as earlier stated, the merchants are forced to look
elsewhere for capital improvement funds. In desperate situations small
businesses that are determined to stay open seek loans, from loan sharks
or other institutions at higher interest rates. In the short run, such
businesses are able to stay afloat but in the long run they find themselves
deeper and deeper in debt until finally they are forced to close down
their business operations.
The second problem identified in this survey is the problem of lack
of proper management by the small businesses. The writer discovered from
the merchants responses in the survey that 67 percent of the merchants did
not keep inventories of their businesses. ' This in effect means that
the merchants did not know how much goods they have in stock.
In addition, the merchants riot aware of the quantity of
particular goods that they have sold. This lack of inventory control
leads to the merchants carrying too much of some slow moving goods
or not carrying enough of some fast selling goods. In either case, the
merchants, could lose money.
^^Ibid., p. 35.
ft7
'Interview with Campbellton Plaza Merchants, Campbellton Plaza,
Atlanta, Georgia, 16 July 1985.
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Khan and Rocha included inventory control in their outline of the
principal problems encountered by small businesses. They stated that if
small businesses make particular effort to manage particular areas of
their businesses efficiently,, especially in the early years of their
operation, they will increase their sales and consequently stimulate
growth. It is important therefore, that a business takes proper inventory,
which will enable the business to know what to plan for as far as its
68
stock is concerned.
The merchants do not plan their businesses activities. The survey
results indicated that 65 percent of the merchants do not adopt any
planning technique in the operation of their business. Planning is an
essential part of any business if it is to succeed. From the writer's
observations, the small businesses in the Plaza think they are too small
to plan, thus, they pay little attention to planning. However, effective
planning is important for growth of any business either big or small. In
an interview with Mr. Kim Kwan. whose problems are similar to those of
other businesses in the Plaza, the writer asked him why he did not plan
his businesses activities. ,According to Mr. Kwan he knows what his bank
account tells him and what his volume is and as far as he is concerned,
69
that is all he needs to know. Planning, he maintains, is for big
businesses. Mr. Kwan like all the other businesses in the Plaza, fails
68
Raiz Khan and Joseph Rocha, "Recurring Managering Problems in
Small Businesses," American Journal of Small Businesses VII No. 1
(July/September 1982): 19.
69
Interview with Mr. Kim Kwan, Campbellton Plaza Merchant,
Campbellton Plaza, Atlanta, Georgia, M8 .July 19S5.
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to realize that the lack of planning could result in a "cash-flow crisis"
situation.
The small businesses should determine how much cash the business
needs for its normal operations, this will enable the firm to plan its
finances tO'.achieve its goal. Although the amount of cash each business
will need differs because all the businesses are not alike, it is none¬
theless important that each business should plan its finances according to
the particular businesses' needs. Planning would in a financial sense
help the business to anticipate its financial statements and will also
show how specific goals can be achieved in specific times. The cash budget
according to Marvin Tucker is the most effective tool for planning the cash
70
requirements and resources of a business.
The results of the survey also indicated that 75 percent Of the
merchants did not operate their business based on any budget system. An
interview with Marrie Phillips revealed the reason why she does not
operate her business on any budget system. She stated that she, knows what
her expenses are and they are so limited that she does not need a .
71
budget. This is clearly a violation of sound management practice, no
business is either too small or too large to operate without a budget.
The impact of not operating on a budget is that the merchants can
not anticipate what their expenses are going to be for a particular
70
Marvin Tucker, "Flexible Budgeting as a Management Tool,"
American Journal of Small Businesses, Vol. 1, No. 4 (April/June 1982);
10.
71
Interview with Karrie Phillips, Campbellton Plaza, Atlanta,
Georgia, 17 July 1985.
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period. A planned budget would have helped the business to determine not
only how much it needs but also how much sales must be generated to pay
for its expenses. The business will also be able to determine how much
will be left; consequently, the high and low points of the business can
be forecasted. In the long run, this forecasting will enable the.business
to plan for financing the purchase of inventory. A satisfactory cash
position can also be maintained for any contingency. According to the
Small Business Administration, when used to project the cash flow of the
business, the cash budget will:
(1) Provide efficient use of cash by timing cash disursements
to coincide with cash receipts. This will reduce the need
for borrowing temporary additional working capital.
(2) Cash deficiency periods can be determined so that not only
will predetermined borrowing requirement be established
but actual amounts can be determined and this will reduce
excessive indebtedness.
(3) Periods for repayment of borrowings can also be determined.
(4) The practicability of taking or rejecting trade discounts
can be determined.
(5) Periods of surplus cash can be determined for purchase of
inventory or investment.
(6) Finally, the need for additional working capital in the
72
business can be established.
72
U.S., Small Business Administration, Practical Management Aid to
Small Businesses (Washington, D.C.: Ctovernment Printing Office 1972),
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Capital is important for the successful operation of a business,
especially small struggling businesses. A lack of capital will lead to
failure of a business.
Sound management practice is important in running a successful small
business. The writer observed that the owner-managers may be knowledgable
about type of business but are poor managers. In many instances they fail
to plan ahead because of their enthusiasm for the operating side of the
business. A majority of the businesses neglect inventory control and
finally they do not operate their business based on any budget system. All
of these problems lead to failures in their businesses.
VI. CONCLUSION
Small businesses play an important part in the U.S. economy. In
the words of President Reagan, "it is the body and soul of our free
enterprise system.” These businesses generate a lot of jobs for many
Americans and contribute towards the economic vitality and survival of
many communities. Inspite of these tremendous contributions to the
American society, the survival rate of these businesses is very disappoint¬
ing. This is due to several factors, but the most important among them
are (1) lack of capital and (2) lack of proper management.
These are the same factors contributing towards the problems that
the small businesses in the Campbellton Plaza are experiencing. Unless
some measures are taken to assist these businesses many of them will fail.
Recommendation.
In light of the problems being experienced by the small businesses
at Campbellton Plaza the following recommendations which are aimed at
assisting the merchants to operate their businesses more efficiently are
offered;
(1) The City of Atlanta should in collaboration with the banks
make available capital improvement loans with less
strigent application requirements available to the merchants.
- Ah -
(2) The city must provide some technical assistance in the form
of financial and business management seminars or workshops
to the merchants at the Plaza. These seminars and/or
workshops should cover topics such as: retail management,
financial planning, etc.
(3) The Plaza merchants should form an association which will
serve as a vehicle for discussing their common problems. In
addition, the association could hire a professional accountant
who will be responsible for preparing the necessary financial
documents for all the businesses in the Plaza.
APPENDIX A










Date of interview Interviewer
1. Goods or services provided
2. Hbw many enpioyees do you presently employ?
3. Hew Icoig have you eperated your business?
Less than 1 year 11-20 years
1-5 years More than 20 years
6-10 years
4. How much coital have you invested in the business? •
5. Wb\ild you like more, the same or less selling area or office
space than you now have?
More ^Same Less
6. Which advertising media do you find most effective?
Radio Newsp^jer Both Other None
7. If none v^y?
8. In order to inprove your biasiness, vdiich is of greater inportance?
Advertising Store or office inprovements
9. Hew do you feel about the ^pearance of the Plaza?
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10. Hew often do you change your windew display?
Monthly or less Yearly
Seasonally Do not have vdndcw displays
11. Hew often do you take inventory?
tonthLy Yearly
Seasonally Do not take inventory
12. Do you operate your business activities based on any kind of
budgeting system? Yes ^
13. If no v*iy?14.What kind of planning technique do you adopt in planning your
business activities?
15. If none vghy
16. Do you think the future of your business is:
Bccellent Good Fair Poor
17. If you could, would you e}q>and ;your business? Yes ^
Which factor is most preventing you from doing so?18.
19.
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Are you aware of government programs other than the Business
Improvement Loan Fund, viiich are designed to assist small
businesses?
Yes No
20. Do you feel that your custcmers cane to you because of:
^Lower Prices Close prcocimity to your business
Greater variety Persmalized service and courtesy ^other
21. Over the past 5 years, have you experienced grcwth in gross sales?
Yes Ho
22. Would you be willing to participate in a merchant association?
Yes to
23. Do you regularly seek out any information regarding the latest
merchandising and advertising techniques? Yes to
Great Seme Little
Need Need Need
TOPICI.The Retail Marketing PlanII.Successful Selling TechniqueIII.Managing Retail EhployeesIV.Retail MerchandisingV.Inventory ManagementVI.Accounting NeedsVII,Sales Prcmoticai and AdvertisingVIII.Using a cenputer in RetailingIX.Financing Your BusinessX.Stress ManagementXI.Time ManagementXII.(Other)XIII.(Other)XIV.(Other)






Whidi day of the week do you prefer?













F. 61 and over
E. 41,000-501,000
F. 51,000-60,000
G. 61,000 and above
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